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LIMITED WARRANTY 


Strategic Simulations, Inc ("SSI") warrants that the diskette on which the enclosed 


program is recorded will be free from defects in materials and workmanship for a 


period of 30 days from the date of purchase. If within30 days of purchase the diskette 
proves defective In any way, you may return it to Strategic Simulations, Inc, 
465 Fairchild Drive, Suite 108, Mountain View, CA 94043 and SSI will replace it free 
of charge. In addition, if the diskette proves defective at any time after the first 30 
days. retum the diskette to SSI and SSI will replace it for a charge of $10.00. Please 
allow about four weeks for delivery. 


SSI MAKES NO WARRANTIES, EITHER EXPRESS ORIMPLIED, WITH RESPECT TO 
THE SOFTWARE “PROGRAM RECORDED ON THE DISKETTE OR THE GAME 


‘DESCRIBED IN THIS RULE BOOK, THEIR QUALITY, PERFORMANCE, MERCHANT- 


ABILITY OR FITNESS FOR ANY PARTICULAR PURPOSE. THE PROGRAM AND 
GAME ARE SOLD “AS IS." THE ENTIRE RISK AS TO THEIR QUALITY AND 
PERFORMANCE IS WITH THE BUYER IN NO EVENT WILL SSI BE LIABLE FOR 
DIRECT, INDIRECT, INCIDENTAL, OR CONSEQUENTIAL DAMAGES RESULTING 
FROM ANY DEFECT IN THE PROGRAM ORGAME EVEN IFSSI HAS BEEN ADVISED 
OF THE POSSIBILITY OF SUCH DAMAGES. (SOME STATES DO NOT ALLOW THE 
EXCLUSION OR LIMITATION OF IMPLIED WARRANTIES OR LIABILITY FOR 
INCIDENTAL OR CONSEQUENTIAL DAMAGES, SO THE ABOVE LIMITATION OR 
EXCLUSION MAY NOT APPLY TO YOU.) 


‘The enclosed software program and this Rule Book are copyrighted. All rights are 
' reserved. This Rule Book may not be copied, photographed, reproduced, or translated 


or reduced to any electrical medium or machine-readable form, in whole or in part, 
Without prior written consent from SSI. The program accompanying this Rule Book 


may be copted, by the original purchaser only, as necessary for use on the computer 
for which it was purchased. ; . 


© 1981 by Dan Bunten. AU rights reserved. 


If you are using DOS 3.3, you 
must use a 13-sector scratch disk 
when saving data files. This disk 
must be initialized prior to use. 
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INTRODUCTION 


Cartels and Cutthroats is not just an exciting game. Itisa 
sophisticated management simulator. In fact, if you are able 
to master this game you probably have the makings of a 
corporate manager! 

This manual contains both information about how to 
play this game and a thorough explanation of many of the 
concepts Of economics and business management (see 
SPECIAL BEGINNER’S REPORT). If you are already fairly 
familiar with these concepts, read the “Short Rules” card 
included with this package and get On with a game. Refer to 
this manual at any time later to confirm your suspicions or 
clarify certain areas, 


PARTS I 
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One of the first questions you answer when starting a 
new game, is what type of game you want to play. There are 
four types, as follows: 

Open Game — In this type of game all of the players sit 
around the computer and can view each others’ reports. 


Ais convenient to use the game paddles with en open 
game so players won't have to move to the computer. 
Instead they can just pass the paddles around. Afer 41! 
players have finished viewing their reports, plans are 
entered. The recommended way to enter the plans js fo; 
_ one player to read all of them ‘aloud, while ‘+o 


eee fe 


_ player types them into the computer. This tyne of cam: 


oe 
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is especially good when there are beginners 


ia 


ate 


Closed Game — In this type of game, players indi uetty 


use the computer to view their repoms and ente: :! 


plans in confidence. Place the computer so oniy one 
player at a time can see the screen during the viewing 
and planning phase. However, viewing the News Wire 
and Annual Report should be done with all players 
together. Thus, you will have to use alittle imagination in 
setting up the computer and the video monitor (or TV). 
This type of game is more realistic and challenging since 
each player has limited knowledge of what the competi- 
tion is doing. te : 
Hard-Copy Game — This type of game requires a printer 
that can be turned on witha simple PR#n (where “n” is 
the slot the printer is in). All reports are output to the 
printer for distribution to the players. If this type of game 


is combined with the “save game” feature, then a- 


classroom set-up is possible. For instance, a game can be 
played at the office if you bring the reports in each 
morning and pick up the plans each afternoon. (This 
assumes your computer is at home and that if you‘re one 
of the players, you can find someone else to enter the 
plans. Otherwise you would have an unfair advantage). 


Beginner’s Game — The beginner's game is an. Open | 


Game with several other options already selected for | 


you. This simplifies start-up by reducing the number of 


| 
i 


questions you have to answer. In addition, the economic | 
environment of the beginner's game stimulates growth. | 


Random chance (luck) is also increased:to make skill less 
essential. 


BEGINNERS 


Everyone starts anew game asa beginner. For your con- 
venience, Cartels and Cutthroats has several special features 
for beginners. There is the Beginner's Game, mentioned 
previously, that provides a simpler start-up procedure. 

Besides a beginner’s game, Cartels and Cutthroats also 
includes a feature that permits individual players to be 

PTEq TH beginners (regardless of the type of game’ 


selected). This provides beginners with: more time to view 


their reports, some sales advantages, a reduced chance of bad © 
luck outcomes, anda market analysis memorandum. This last | 
feature consists of a memo from a “special advisor” who will 
give hints on how to increase profits. Generally, these 
advantages granted beginners should be enough to help 


them stay in the game but shouldn’t make them win against 
experienced players. 


COMPUTER PLAYERS 
You may create additional companies that will be 
managed by the computer. These “players” will follow 


simple strategies that normally won't win games. However, if | 


you have fewer than three human players, the computer 
player(s) can make the game more interesting. 


‘ll of the specific aspects of the game you are going to 
ay are described in the scenario. It gives the type of product 
1 produce, the kind of raw material you use, and the 
-onomic outlook for the next five ;years. Each of these 


-. pects can be individually selected as follows: 


oduct Type: There are three general! product types that 
represent stereotypes for general classes of products: 
neccessities, luxuries and mixed goods. Only one type 
may be selected per game. : 


Neccessities are products that consumers need in certain 
quantities. They will generally pay higher prices if 
necessary to obtain the units they desire, but they won't 
buy significantly more units even if the price drops. 
Thus, total revenues (ofall the companies added together) 
will decline if the average price drops and will increase if 
the price goes up. However, if an individual company 
lowers its price relative to the competition, it should sell 
significantly more product. The reason is that price is the 
most important consideration to consumers as they 
choose among competing necessity products. Thus, 
neccessities can lead to extreme cutthroat competition 
but they also make price-fixing cartels very profitable. 


Luxuries are products that consumers buy out of their 
disposable income. If the economy grows, they will buy 
considerably more units. They will buy much less if the 
economy drops. Given any particular economic situation, 
a drop in the average price will cause total revenues to 
increase, whereas a rise in price will cause them to 
decrease. However, for an individual company’s sales, 
price is less important than advertising and other 
considerations. Luxuries therefore cause less intense 
price competition and don’t normally encourage cartels. 


Mixed goods are halfway between luxuries and necces- * 


sities. Regardless of whether the average price goes up 
or down, the total revenues will remain about the same. 
(This is called “unit elasticity” in fancy economic terms). : 
All other aspects of competition for mixed goods are also 
halfway between luxuries and neccessities. 


Raw Material Type: There are four types of raw material 
that vary in terms of price fluctuations and availability. 
There are: those for which prices are stable based on 
abundant supplies; those for which prices fluctuate 
unpredictably based on world-wide supplies; those for 
which prices fluctuate seasonally, with the third quarter 
offering the lowest prices; and those for which pricesare 
directly influenced by your industry’s total demand on 
your few suppliers. In all but the last type, the price is 
predicted. for the current planning period. For the 
“prices influenced by demand” type of raw material the 
current price is calculated as soon as all ordersare in. In 
that case you only know the price after you purchase. 
Disrupted supplies can also occur with all but the first 
type of raw material (abundant supply type). 


nflation: There are four levels of inflation that describe the 
annual rate of change in the Consumer Price Index (CPI). 
These levels range from 1% to 15% as follows: very low 
(1%), controlled (5%), high (10%), runaway (15%). 


jase Economic Change: This item reflects the overall 
annual growth of the economy (excluding inflation). 
This rate of growth can take the following levels: slow 


eae eee eee meri Sry" 


~ Ney weet pitas yy gods Vv Brus Wy 70), Strong 
expansion (10%), ‘ 
‘Note: The annual percentages given for inflation and the: 
economy are estimates, since the actual values can ven 
anywhere within their total ranges. Re 


Economic Swings: In addition to the basiclevelofchenee 
g 


there is also the possibility of further change 
economic rate of growth. These changes can iak: 
form of an up-swing, down-swing or no swing. fn 
tion, swings have a variable probability of hap; 
and variable maximum effects on the economy. Finelly, 
each swing is followed by a recovery in which the 
economy attempts to return to its original rate of growth. 
But there are no guarantees concerning whethera swing 
will happen, how long it will last, or how closely the 
economy will return to its original rate of change. 


Impact of Chance: This item indicates the game's level of 
variability. Generally, the greater the impact of chance, 
the lower is the realism. The impact of chance can take 
the following levels: slight, moderate, significant and 


wal 


ewe 


mee 
3 
Dy ae 


Pay 


st ed 


Abad 


U 

3 
? « 
exe) 


r 


wild. The last level creates an exciting and playable game | 


that does not put much emphasis on skill. (It is therefore 
the level chosen for the beginner's game). 


Note: There are certain combinations of the economic options « 
that can create absurd and unrealistic environments. In general, — 
do not specify scenarios with all items set to their extreme i 


values. 


SAVING GAMES 


Each turn allows you an opportunity to save the current 
game in progress. You will be prompted to insert an 
appropriately initialized disk and give the game a title. At 
any time later you may resume a'saved game by answering 
“no” to the question “Do you want to start a new game?”. You 
will then be asked to insert the disk with the saved game and 
to enter its name. In all cases saved games will resume at the 
point where plans are entered. Thus, players must fill out 
their planning sheets before the game is saved and must 
retain those plans until the game is resumed. 


ANNUAL AND FINAL REPORTS 


Each year, after the fourth quarter performance has been 
reviewed, an annual report is presented. This report shows 
the current ranking of all players by equity growth, by 
percent income per dollar sales, and by total units sold. A 
second page of the report gives the percents that each cost 
and income item represents of total revenues. This page can 
be very useful in discovering how different strategies compare. 

An identical report is prepared at the end of the game. 
Although the winner is the player who ranks highest in 
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equity growth, other players may take consolation fromtheir * 


rankings in the other categories. 


| MISCELLANEOUS 


For the sake of realism, all dollar figures given in the 
game (except costs per unit) may be thought of as having 
three zeros omitted. In other words, where the game shows 
$10,000, it could be thought of as $10,000,000. (Also, the 
number of units sold would be 20,000 instead of the 20 units 
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the game displays). However, once you accept the realism of 

‘he game, itis probably less confusing to deal with the values 

displayed by the game exactly as they are given. 
. _ The title of this game, Cartels and Cutthroats, was not 
arrived at by random selection. Cutthroat competition and 
price-fixing cartels are the two extreme Strategies used in 
industries where there are a limited number of companies 
(oligopolies). Thus, even though most forms of competition 
fall somewhere between these extremes, the title of this game 
can be a constant reminder,of the extreme options available 
to your industry. 


One of the questions you will be asked to answer in the 
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set-up of a game is “How many quarters do you want to 
play?". The minimum length of a game should be eight 
quarters. This is just long enough to try out sume of vc 


‘ nf t 
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strategies. The recommended game length is five years or 2( 
quarters. The mode! was designed with z game ofihis' 

in mind. The maximum game length recommended js 7 
years or 40 quarters. Strange things may hapocer. to'e2m: 
running longer than ten years (such asa tota! deterorci-- 6, 
the economic Scenario). There is another way to determine 
how long a game will run: Specify the length as longer than 
you anticipate playing and Simply stop the game (by typing 
“Q") at a certain predetermined time (like midnight). 


SPECIAL INTRODUCTION ae 


TO BUSINESS 


FIRST DAY ON THE JOB 


(oh New President 
First Day 


Good morning. And congratulations on 
your first day at work — running th 
company your father bought you for your 
if birthday. He wants you to learn about 
business first hand As his executive 


at 

oss secretary, my assignment is to prepare a 
ths “crash” course report for your first day 
ee on the job. 


PS 2 ed . 
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i I have attached an outline on business 
re and the operations of this company. 
fact Knowing that you majored in art and 


sociology, and never learned to balance 
your checkbook, I have kept this report 
very simple. If however, you feel 
confident to begin making decisions, you 
can skip my report . 
Remember that, although your father 
wants you to learn about business, he 
doesn't believe in losing money. If he sees 
your company in danger of going bank- 
rupt, he will step in and place you back 
on your old allowance. ; 


Sincerely, 
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Ms. Meg A Bucks 
Executive secretary 


THE ECONOMIC WORLD 
YOU LIVE INV ee : 


Although you have successfully hidden from it so far, | 
you should know that there is an “economic” world that : 
makes capitalism work (and has payed your allowance all 


i 


these years). Economics can sound like alphabet soup, but! | 


these initials are important: GNP, CPI, and PPI. Together 
with the Prime, they are as important to good planning as 
your Racing Form is to betting on the horses. : 


. GNP 


This is not a gasoline additive; it stands for the Gross. 
National Product. (Gross indicates “total” and is not a 
judgement of product quality). The GNP is a measure, in ° 
dollars, of the total market value of al! goods and services _ 
produced by the economy during the last period. Market 
value is simply the price tag that final consumers pay. In 
order to avoid double-counting, GNP counts Only final =}, 


goods. But because the GNP is based on current prices, its: 


value will be inflated by the current inflation rate. The 
important aspect of GNP is its change each period. Your | 


company reports will keep you posted on the GNP and its | 


changes. 
lf the GNP is going up, more people are producing, 
as well as receiving paychecks and profits. With this 


increase in income, people will buy more — more money * | 
for horse racing, disco dancing, and (of interest to you as | | 
president) more of your product. As you may suspect, the’ 


GNP is not always cooperative. It’s been known to. __ 
decline. You have heard of recessions and depressions? . 
These represent GNP declines. Don’t overproduce or 
build factories in a declining GNP. 


CPI 


The CPI is the consumer price index, which’ provides 
@ measure of inflation. You are certainly aware that it takes 
more dollars to buy the same amount of consumer items 
each period. This “general” rise in prices is what is 


-_s 
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costs for items like raw materials and labor. Your costs 
generally rise with the CPI, but so does the willingness of 
consumers to pay higher prices for your product. The CPI 
‘hen, just “ups the ante” for everyone. Don’t become 
excited if profits go up during inflation. You have to grow 
faster than inflation to be truly profitable, 


PPI 


The PPI (Purchase Power Index) indicates the growth 
of the economy excluding inflation’ — in other words the 
“real” gain in consumer buying power. The government 
publishes the GNP and CPI, the marketing department 
uss this information to calculate the PPI. Since the PPI 
removes the CPI (inflation) from the GNP (economic 
growth), itis very useful. In addition, the PPI is calculated 
with a starting base of 100 when you begin. For these 
reasons, the PPI (and its change from quarter to quarter) 
is ihe most useful of the “indicators” for planning 
production and expansion. You must deal with 
“aggregate” (overall) indicators because your final 
consumers are dispersed, and are influenced by the 
general trends of the economy. 


Prime 


“Prime” is short for the “prime interest rate”. The 
Prime is the rate bankers charge for loans to their “best” 
customers — seldom us. More importantly, the prime 
indicates the availability and cost of funds for €xpansion. 
The company’s interest rate will be the Prime plus a 
premium. That premium varies, depending on the bank’s 
assessment of the company’s Operations. The catch 22: if 
your profitability declines, the bank increases the interest 
charge, profitability declines further, and so on. 

This concludes the general overview of the economi¢ 
environment. | will provide more details on the 
environment as we review your company’s reports. 
Overall though, economic trends Provide you with 
“general” readings. You will make “fine-tuning” 
adjustments after reviewing the company reports. 


+ 


THE BUSINESS YOU ARE IN 


You are in the business of taking in raw materials and 
manufacturing finished goods for sale. Viewed as a 
process, the company transforms inputs into Outputs of * 
greater value (the price exceeds the cost per unit), as 
illustrated in figure 1, : 


MANAGE- 
MENT: 
Decision 
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Labor Making 
Plant i Marketing 
ries hat Production 


INPUT 


PROCESS. OUTPUT 


FIGURE 1. Simplified view - Production Company 


é 
4 


There are three product types that the company ‘could’ 
produce: luxury, mixed, or necessity goods. Once the 
product type is selected, it cannot be changed, and zi! 


! of 
your competitors will be producing the seme type" of 
product. Thus, you will be competing “head-to-head” fs: 3! 
share of the available market. a 

‘CONGRATULATIONS: 7 
§ 
You have acquired a menufacturing company | 


consumers. 


Your raw material prices fluctuate unpredict- 
ably according to world-wide supplies. 
The economic outlook for the next five years 


that makes a product considered a luxury by moet | 


Inflation, as measured by the Consumer Price 
Index (CPI), is expected to continus at @ controlled . 
level. | 

In addition, the impact of chance on the | | 
company and the economy should be Bignificant, 

The product type, therefore, has important con- 
Sequences for strategy. For example, advertising is more 
effective for a luxury product, whereas price is the ke 
element for a necessity good. The sale of luxuries is hurt 
the most by a GNP decline, but luxuries have the grea 
growth during PP] expansion. The opposite is true for 
necessities. Thus, your strategy for competing for sales 
and profits must be based on the type of product you 


test 


. have to sell. 


TYPES 


AVERAGE SELLING PRICE 


: 10 20 30 40° | 
AVERAGE QUANTITY SOLD/COMPANY: 
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AEVIEWING YOUR | 
COMPANY’S PERFORMANCE 


Your role is to make decisions. Thesé’are recorded on 
. 8 company Planning Sheet. Before making decisions, you 
should review the company’s quarterly reports. I have 
reproduced last quarter’s reports along with a brief 
discussion of their use. 


Summary News Wire 

The first report you receive is the Summary News 
Wire. This is not a report in the normal sense, but it 
provides you with your first hint about operations in the 
previous quarter. The Summary News Wire lists the actual 
GNP, CPI, and PPI statestics for last quarter. It also lists 
the number of units sold, the price, and the total revenue 
of each company in the industry. Finally, the price of raw 
material units is listed. 

The Summary News Wire is a special report because 
it is supplied to all the companies in the industry. The 
information given here is also available in your own 
company reports. Special notes are oecasionally attached 
to the bottom of the Summary News Wire (usually on 
government actions that affect the industry). 


Profit And Loss Statement 


WHEELER DEALERS INC 
PROFIT & LOSS STATEMENT FOR 1/2 


£ %tl $/* %ch 
Revenue 12,625 100 505 0 
COG Sold 4,800 38 192 11! 
Overhead 1,630 1. 65 10! 
Adver & Mrkt 600 5 R24 201 
Resr & Devip 500 < 20 O 
Depreciation 400 3 16 e) 
Misc Expense O 6) 0 @) 
Oper Expens 35,130 25 125 al 
Interest 358 3 14 12! 
Taxes 2,067 16 82 ei! 
Total Costs 10,359 82 414 3! 
Net Income 2,266 18 Bi” 20! - 


The Profit and Loss Statement is the first company 
report you will receive. A profit and loss statement is a 
flow measurement of wealth over 2 “period of time”. The 
four columns of the Profit and Loss Statement provide:: 
1) The total dollar amount of activity for each line item. 


2) A percentage breakdown for each line item. Sales 
revenue 1s 100% and each item below is shown asa 
percent of revenue. 

3) Average cost per unit (total dollars divided by the 
number of items sold). 


4) The percent change of each line item from the 


previous period. (If the previous amount is zero, a ( 
double arrow is shown since the percent change would 


we 


be infinite.) 


This format provides valuable planning informs: io: 
for example: If total costs are averaging $400 a unitey!, 
20 units are sold, lowering the selling price belo.? this 
would not keep you in business very long. = 

' The profit and loss statement provides “the bova-y + 
line” so frequently referred to. The first lihe of the 270%: 
and Loss Statement is sales revenue, the last line is nei 
income (or loss). All the lines in between are expenses or 
costs of doing business. Most of these costs don’t need an 
explanation. The expense amounts relate directly to your _ 
decisions on the Planning Sheet. However, one item 
deserves special discussion — the Cost of Goods (COG) | 
Sold. COG Sold is calculated from Cost of Goods 
Produced (not shown), and | begin my discussion there. 

The Cost of Goods (COG) Produced consists of raw 
material, labor, and any storage costs. Storage costs result 
if you hold raw material units in inventory from period to 
period. Calculating raw material costs used in production 
is a simple addition and subtraction procedure: Add raw 
material purchases to the starting inventory, and then f 
subtract out the ending raw material inventory. The 
remaining amount plus any storage cost is the value of 
raw material used in production. Direct Jabor is now 
added to raw materia! value. Direct labor costs are based 
on wage rates, production scheduling, and percent 
automation (see PRODUCTION). Raw material value and 
labor costs used in production are known as prime costs. 
Prime costs make up COG Produced. Profitability 
increases as prime costs are kept down. 

Next, COG Sold is calculated from COG Produced. 
They differ when you produce more than you sell. Unsold 
finished goods are listed in inventory and are not 
“expensed” until they are sold. The storage charge is 
added to finished goods value. A similar addition and 
subtraction process is used for COG Sold. Add the COG 
Produced to the start value of finished goods, then 


. Subtract the end value (from the balance sheet) of finished 


goods inventory. The result is COG Sold shown on the 
Profit and Loss Statement. You may now realize that the 
one line, COG Sold, represents numerous policies (for 
example, both raw material and finished goods inventory 
policies). The unit cost of COG Sold should be well below. 
the selling price to allow for overhead, other expenses, 

and of course profit. 


Balance Sheet 


WHEELER DEALERS INC 


BALANCE SHEET FOR 1/2 7. 

Cash 6,549 Loans 7,000 

Invent 450 Liabil. 7,000 
Bldgs. 31,200 aha 

Aut Eqp. : 6) Equity 31,154 

Assets 38,154 Lia & Equ 38,154 


The balance sheet is a very important company 
report. It provides information on the composition of the 


vo 


ee 


lirm’s assets (on the left), as well as the composition of the 
claims on those assets, liabilities and equity. (on the right). 
Yhe balance sheet represents assets and claims at a 

articular point in time, like taking a photograph. The 
- mounts invested in each asset category (cash, inventory, 
factories, etc.) are the results of past decisions. Your 
cecisions will further alter the asset values and their mix. 
for-example: building another factory, stocking up on raw 
matertal, or paying ona loan would all change various 
asset values. . 3 

The balance sheet items provide the “limits” for 
planning next period’s production. The company’s cash, 
inventory value, and automation and building value are 
shown. Production or expansion cannot take place beyond 
the “ability” represented by the balance sheet accounts. 
The nght side of the balance sheet represents the 

claims on your assets (from the bank and your family). 
The loans, or liabilities, are the bank’s claims on your 
assets. The ratio of liabilities to total assets is important. 
As this ratio increases, the risk of bankruptcy also 
increases, particularly during a declining sales period. The 
other “claim” on the right side, equity, is your “net worth” 
in the firm. As you know, your father expects this account 
to increase since it represents part (even if small) of the 
family’s wealth. Finally, as you noticed (J hope), 


combining liabilities and equity “balances” with total! 
assets. 


Two small reports are included with the Balance 
Sheet report because they highlight balance sheet 
relationships. . 

The first one is called Ratio Analysis. Three 
percentages are calculated: income divided by assets, 
income divided by equity, and loans divided by assets. 
The first two are useful in analyzing the rate at which the- 
company is creating income. Any difference between 
these two will be due to the “leverage” created by using 
the bank’s money (in addition to your Own) to make your 
income greater. The third ratio gives some additional 
insight into the firm’s leverage since it is based On loans 
divided by total assets. As this percentage goes higher, so 
does the earnings/equity. But if your loans become too 
large a portion of your assets then you run a nisk of 
bankruptcy. As you gain experience, these ratios can be 

increasingly useful in analyzing your company’s financial 
situation. 

The other area on the Balance Sheet report is called 
Equity Analysis. This summarizes the relationshi 
between the Profit and Loss and the Balance Sheet 
Statements. The bottom line net income from the Profit 
and Loss Statement will increase the equity of the Balance 
Sheet by the same amount (or decrease it with a loss). 
Visualize the equity measurement as gallons of water ina 
bathtub (figure 2). Sales revenue flows into the tub 


‘hroughout the period from the faucet (hopefully turned 


ip high). All costs (expenses) of doing business will be 
epresented by a series of drains (hopefully small) that 
ike water from the tub. Because your business is an 
ngoing enterprise, this process is continuous. However, 
ince you desire periodic measures of the results of the in 
ind out flow of water, you photograph the level (construct 
» balance sheet) each quarter. The change in water level is 
recisely the mount of net income (the excess of the 
jucet water over that escaping down the drain). Why not 
nut off the faucet, stop the drains and relax in a bath? 


market rank % sales caused 
Price 3 35 
Advertising 1 35 
Product 6 0 
History 2 12 
Other 1 18 
PERFORMANCE CHART 
income ; revenues . 
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FIGURE 2. Simplified relationship—income statementto 
balance sheet using bathtub. 


The water in the tub (your equity) would still decline 
through evaporation (depreciation of your fixed assets), 
I hope you stayed with me through this extended 
analogy. I have tried to illustrate an essential relationship 
between the Balance Sheet and the Profit and Loss 
Statement. Any other description is just so much bubble- | 
bath, designed to obscure the level of water in the tub. | 
Although Equity Analysis is a simple calculation, it is 
an important reminder that the decisions you make are al! “ 
condensed into one figure that increases (or decreases) 


net worth. Your goal is to increase equity to the limit of 
your ability! : 


units %ch 
Available for Sale eo O 
Total Demand 33 321 
Units Sold 25 0 
Unsatisfied Demand 8 


CONSUMER PREFERENCE ESTIMATES 
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The Sales Report provides information on the 
-(fectiveness of your sales efforts. It is divided into three 
sections: sales activity, consumer preference estimates, and 
_ performance chart. 


jes Activity: Sales activity shows how well you 
balanced product available (supply) with product 
desired (demand). When you supply more than 
consumers desire, the surplus is listed as excess units. 
If the number of excess units increases, adjustments 
on your next plan should be made (lower your price, 
cut back on production, increase your advertising or 
improve your product). Small excess unit amounts 
can be ignored. The opposite of excess units is excess 
demand. Excess demand occurs when total demand is 
greater than product available for sale (supply). 
Jurning customers away because of excess demand 
creates ill will towards the company (negative . 
advertising). Your next plan should try to bring 
supply and demand back into balance. 


Consumer Preference Estimates: Consumer preference 
estimates provide a useful insight into the causes of 
the company’s sales. Five variables that cause sales 
are shown, with an estimate of the percent sales 
caused by each. Also, each variable is ranked in the 
industry for its favorable effect on sales. (For 
example: the lowest price is ranked first, while the 
highest advertising is also ranked first). 


Performance Chart: The performance chart is a graphic 
comparison of revenue and income for the last four 
periods. Trends can quickly be identified with this 
chart. 


Production Report 
PRODUCTION REPORT 
RECENT PRODUCTION COSTS 


$ # $/* %ch 
RM Storage 0 O 0 
RM Purchased 1,080 40 27 46 | 
FG Storage fe) @) O 
Direct Labor 4,125 20 165 @) 
Prod Overhead 620 25 25 32! 


CURRENT INVENTORY ‘ 
“units warehs *®full 


Raw Material (RM) 15 2 75 
Finished Good (FG) ) 0 


RECENT LABOR CURRENT PLANT 


Rate Payed. 8.25 Factories R 
# Employees 1000 % Automated fe) 
Nrml Capacity 20 


While the Sales Report summarizes company 
effectiveness (revenue and income), the Production 


Report provides insight into business efficiency (low cost © 
production). There are four sections of the Production 
Report. : ; + 


Recent Production Costs; Four columns provics Cetailca 
information for tracking production costs: istz! 1: 


dollars, total units, cost per unit, and percent chance hs 


from the previous period. The last column, percent 
change, allows you to quickly see the effects of gry 
strategy on production costs. . $ me : 


Current Inventory: Information on both raw material anc 
finished goods is shown in the current inventory 
section of the Production Report. In planning 
production, you must know the current raw material 
inventory. A rising finished goods inventory may 
indicate corrective action is needed (lowering price, 
increasing advertising, cutting back production, etc.). 
The “percent full” of inventory warehouses should be. 
checked for storage efficiency. 


Recent Labor: The Recent Labor Report tracks components : 


of your labor costs: labor rate, number of employees, 
and number of hired (or rehired) employees. Sales 
effectiveness may require production above normal 
capacity, but the effect on wage rates should be 
noticed. Laying off and rehiring employees adds to 
costs. Steady production at normal capacity is the 
most efficient (least cost per unit). 


Current Plant: Current plant contains normal capacity 
and percent automated information about the 
company’s factories. 


Market Summary Report 
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/ *sold price revenue *%mrkt 
WHEELERS 25° 506 12,625 19 
DEAL LTD 20 500 10,000 15 
‘BETTER 22 497 10,934 17 
GONNAGET al 520 10,820 LT 
BIG DEAL 20 B24 10,480 16 
Jd & CO ‘RO 610 10,200 1613 

estimated... 
0/4 1/1 1/2. 1S %eh- 
GNP 2620 2691 2763 2824 Ral. 
CPI 208 240 244 R47 121 
PFI 100 101 102 103 lt 
Prime 16.5 16.1 15.9 15.7 131° 
Ttl Sold 120 132 128 131 B.ol- 
Av Price 600 508 509 615 121 
_ New Factory Cost 16,320 
Next RM Cost/unit 80 


The last report in your file is the Market Summary 
report. Don’t throw it away, it’s not that complicated. The 
top of the Market Summary Report displays the units sold, 
price, revenue, and market share of each company in your 


onan 


ee tre you size up the competition. Be 
se to cheek where your price ranked among your 
sipentors. The next section of the Market 
ort provides a repeat “glimpse” of economic conditions 
. the previous performance of your industry, as w 
_ echons for the remainder of thé present quarter. The 
‘?, CPL PPI, Prime, Total # Sold, and Average Price 
‘¢ BiIVEN aS Separate lines. For each of these lines, a 
-mber of columns display their changes over time, 
vtarting at the left, the first column past the names gives 
2 values as of the end of the period three (3) Quarters 
ather. The next column similarly shows th data for two 
“) Quarters previous, followed by the column for the last 
eriod. The next two columns are estimates for what 
“should” happen during the penod for which plans are 
being made. The last column is the percent change 
cetween the values for the previous period and the 
rrojections for this planning period. Finally,the Market 
Summary Report lists the cost of constructing a new 
factory during this period, and the price of raw materials 
per unit. (If you build a new factory it will not be Teady 
for producing until the following period, since one period 
is required for construction.) 
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KMemorendum And Letters 


tO: .DANIEL P, BUNTEN, PRESIDENT 
“ROM: Finance Director 

DATES es 

2UEJ: Requested Changs in Loans 

As per your instructions IJ repayed $2000 of 
our loans. 

I have also been informed that the interest 
“alg on our outstanding loans wi] be decreased 
rom the present rate of 16.1%. This change was 
nainly caused by our assets/Hability ratio, 

The annual rate on loans totalling $7000 will 
96 15.9%. Our quarterly interest payment will now 
16 $278. 

Our guaranteed line of credit for this quarter 
3 $27300. logether with our current cash, we 

ave access to total funds of $33849. 


3: DANIEL P. BUNTEN, PRESIDENT 
OM: Director of R&D 
Nig a Be 
BJ: Research Breakthrough 
We have discovered a method of using auto- 
ted equipment that will reduce our labor cost 
10% for an investment of $1590. At our present 
cuction rate and costs this investment will be 
overed after only 9 quarters. Send & memo to 
©) approve this automation proposal 
We have also developed an improved product 
én that the marxeting department beleves 
‘nerease our sales by 15%. The total costs for 
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changing over our facilities to produce thie . | 
improved product will be $1100. gene ‘P’ 8 reemo.- 
to approve this change. | 
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At various times your company’s departrien: | 
will send memorandums (memos) to you, These. ei. 
ask for direction (see SPECIAL MEMOS) or provide 
information. There is one memo that is so iMporter:? ic 
your corporate survival that you must consult it befs,- 

aking any plans. Your Finance Director informs yc 
each period of the total funds that are available for the 
planning period. If the amount you spend, minus revenue, | 
exceeds that figure, you are bankrupt! Although the 
consequence of overdrawing your credit js extreme, you 
don’t usually have to be too concerned with each cash 
Outlay for labor, interest, warehouse rental, etc. Just don’t 
buy too much raw material or too many factories and you - 
Should remain solvent, 

There are also rare letters that come from people 
Outside the company offering you options. Your response +-| 
to these and any other alternative is made through the 
Special Memos section of the Planning Sheet 


GOING TO WORK: 
MAHING YOUR PLANS 


Now that you have reviewed the performance of the 
company and analyzed the economic climate, it’s time to 
§° to work. For the company president (that’s you!), work 

_ consists of making decisions on next quarter's operations, 
A Planning Sheet is Provided for you to record your 
decisions on eight aspects of company Operations. These 
plans will be implemented for you (that’s the advantage of 
being president). Your company’s performanée is based 
on these plans. If the decisions are Poor, you have only 
yourself to blame (the disadvantage of being president)! 
Adopt a general strategy to guide your Plans (price leader; 
or follower; high mark-up, low volume; low mark-up, high | 


| 
| 


volume; product improvement and efficiency; advertisin 


leader; etc.). If you have poor results, adjust your Strategy. 


Many different types of strategies could 


be profitable, 
however your Strategy must acknowledge the economic 


| 
environment and the Strategies of the competition, to ! 


remain successful. For example, a strong €xpansionary 


’ Strategy (building factories, large inventories, and high 


volume sales) will fail during an economic downswing, 
Sales will fall and fixed costs per unit will increase. So pay 
attention to the economic forecast. The company’s 


planning sheet requires the following eight decisions 
from you: 


REM Purchase " 

Enter the number of raw material units you want 
Over 100. Raw materials are converted into finished goods 
by your factories each period on a one-for-one basis. A 
factory’can produce a maximum of 20 finished goods per 
quarter (you have two factories to start with), However, 
the “normal Capacity” of each factory is 10 
Producing over 10 requires wapes to be 
a-half, (see PRODUCTION). 

The number of units you purchase should depend on 
the cost of raw Materials, production plans, current 


units. 
paid at time-and- 


| 
| 
7 
purchased this period. The choice ranges from 0 to well | 
| 
| 
! 
1 
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if the price of raw material is. “relatively” low it may 
ic advisable to stock up for two or more production 

csdnis This is especially true in an inflationary 

ronment with raw material prices fluctuating. During 

2 ae quarter for which you will:plan, raw materials will 
¢ $50 per unit (a relatively “normal” price). Buying to 
aatch your production plans is always safe at this price. 

‘Raw materials must be available to meet your 
oroduttion plans. There is no wastage in producing 
Jnished goods. If there are no raw material units in 
inventory, you must purchase at least the units necessary 
for your planned production. 

Buying more units than you plan to produce in the 
same quarter will place se excess into raw material 
inventory. These units will then be available for a later 
period and allow you to Siduice the impact of a raw 
material shortage. There is a storage cost for these units. A 
warehouse rents for $40 per period (initially) and each 
unit in the warehouse costs $1 in storage fees per period. 
Each warehouse can hold up to 10 raw material units. 
(Similar costs and restrictions apply to warehouses 
containing finished goods. Check the table provided on 
the back of this manual.) Storing a small number of raw 


material units in a warehouse is uneconomical. You can 


check your efficiency in storing both raw material and 
finished goods by looking at “warehouses rented” and 
“% full” items on the Production Report. 

Finally, as mentioned, your raw material purchases 
are limited by your financial resources (cash and pre- 
approved loans). Don’t overextend your resources 
(unnecessarily increasing bankruptcy risks) to carry an 
excessive raw material inventory. 

In the past, raw material embargos and shipping 
strikes occurred infrequently; but as everyone knows, 
times have changed. Occasional “stock ups” when the : 
price is low will reduce the impact of such supply 
disruptions. 


Production | 


he number of units the company is to produce is the 
next item on the planning sheet. As mentioned, each 
factory can produce up to 20 units of finished goods every 
quarter. Up to 10 units (normal capacity) are produced at 
a standard wage rate determined by your labor contract. 
Produce over ten, and you pay “time-and-a-half” (50% 
more than standard) for each unit in excess of ten. In 
addition, each change in the number of units produced 
causes a chanye in the number of w rorkers needed (since 


Each worker recruited and hired adds $1 to i 
overhead for that period. Each worke 
$0.50 in severance pay. You can elimi 
scheduling production at a constant le 
ees: ten units ina seuca: is inefficier siv 
unit), Fixed costs are spre ad into les: which 
nereases cost per unit. This cuts the profit margin unless 
your price 1s 1 raised (which may not be competitive). 
Temporary production plans for above-normal 
capacity are sometimes justified. Such decisions are sound 
if the units can be sold at a price above the new cost per 
unit. This is called “marginal analysis”. lt is economical to 
produce another unit if the additional revenue exceeds the 
additional cost. However, consistent production above 


we add a shift for any production above the norntal | NNIN exe 
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_on the planning sheet. All eight planning sheet decisions 


eo 


normal capacity increases the probability of a labor strike | 
or an equipment breakdown. Building another factory (if || 
money is available) would be better than continually over- | 
producing. 

The company’s factorie 
Investment in R&D (rese id 
the opportunity for a Seakihrous h that 
invest in labor-saving automated equ ips neni (: 
RESEARCH & DEVELOPMENT and SPECIAL §.5.°5 


FG Price ; 


The selling price ‘for finished goods is the thirc. 


ry 
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are important, but none more so than setting your 
product's price. Too high, and your production won’t sell: 
too low and your revenues (and profits) drop 

When the selling price is too high to clear finished 
goods, the cost per unit rises, reducing the profit mates 
(the mark-up of price over cost). Cost per unit is of two 
types: variable and fixed. Each unit produced contains 
variable costs: labor and raw material. The total of these 
costs “vary” directly with the total number of units 
produced: twenty units use twice the raw materials of ten. 
The other component of total costs does not vary with the - 
number produced but is “fixed” for the quarter. These 
costs {also called period costs) will be the same regardless 
of the number of units produced and sold. For example, 
depreciation, advertising and administration do not vary 
with production. Lf only one unit is produced and sold, 
fixed costs are divided by one to arrive at the cost per 
unit. By selling more units, the fixed cost per unit 
decreases, thus reducing total cost per unit. You should 
aim to select a pricing strategy that consistently clears 
finished goods. 

A price below the “market price” may create excess 
demand (more buyers than product available). Customers 
are turned away when finished goods are not available, 
creating ill will toward the company; and reducing total! 
revenue (a higher price could have been charged and still 
cleared finished goods). This ill will must be overcome 
through advertising and a product history of available 
finished goods to all customers. 

The Market Summary report predicts the price that 
should clear the industry’s finished goods. Your price may 
vary from this market price depending on your 
advertising budget, product improvements and other 
reasons. But don’t vary far without justification. 


ing And Marketing i 

apse h item on your planning sheet is the H 
(hier budget for the upcoming quarter. In general, 
@iising allows you to sell your product at a higher | 

, and tends to expand the potential market over time. || 
Advertising’s effect will vary depending on various factors, | 
(for example: the product type, and the competition’s ele 
level of advertising). a | 
t 


The product type is important in deciding on your 
advertising budget. As has been previously mentioned, 
the three product types are: Juxury, mixed, and necessity. 
goods. These three types provide useful characterizations, 
although the distinctions are not precise. Advertising is 
most effective with luxury, moderately effective with , 
mixed, and least effective with necessity goods. Thus, 
luxury guods justify the highest advertising budget. 


t 


7 


Average ranges (shown as a percent of sales revenue) for 
different goods are: luxury 5-10% mixed 3-6%, necessity 
1-3%. Each quarter, the Sales Report estimates the 
percent of sales caused by advertising. __ 

The benefit to sales from advertising can be lost by 
poor decisions in other areas. Advertising is wasted if the 
product is unavailable because of stock outs. Also a poor 
pricing record (erratic jumps) can offset advertising gains. 
In short, advertising increases good performance but can’t 
“buy off’ the damage of poor decisions. Experiment with 
advertising, and watch what the competition is doing. 
Remember, though, there is an economic limit to 
advertising’s benefits. If advertising cost per unit exceeds 
the increase in price it supports, reduce your advertising. 
Don’t worry about precision, your rough guestimate 
should do and will improve with time. 


Research And Development 


The fifth planning decision is the company’s R&D 
budget. This budget is optional. R&D expenditures are 
made to gain breakthroughs of two main types: 
productivity improvements that lower production cost, or 
product enhancements that improve sales. 

Cost-lowering breakthroughs come mainly in the 
form of automation opportunities. Automation of your 
factories reduces labor costs. When a breakthrough occurs, 
a memorandum is sent with your quarterly reports. The 
memo outlines the cost, payback, and benefit of the 
automation breakthrough. If you decide to invest in 
automation, you send instructions by Special Memo. 

Product enhancement discoveries are also possible 
through R&D investments. Product enhancement allows 
you to “differentiate” your product from the competition. 
Customers are attracted when you improve your product, 
increasing your market share. 

There are two other productivity breakthroughs that 
are rarer. Neither require further investments. One lowers 
production overhead and the other increases maximum 
production output per period. 

Investing in R&D will not insure breakthroughs, 
although the probability increases as the investments are 
maintained quarter to quarter. Investments in R&D in the 
past averaged about 5% of sales. It is far better to invest a 
small amount in R&D consistently than a large sum 
occasionally. Whenever you reduce your R&D expendi- 
ture your chance of a breakthrough is Significantly 
reduced. 


° 


Loans 


Loans are the sixth.decision on your planning sheet. 
If you wish a loan, enter the amount desired in this 
category. You can borrow up to the pre-approved limit 
(based on a percent of your assets) that is listed in a 
memo from your Finance Director. Except for 
emergencies, it is better to use loans for funding factories 
only, not for operations (raw materials, wages, overhead, 
etc.). Large loans increase the risk of bankruptcy, 
especially if sales decline. Bankruptcy occurs when you 
spend beyond your line of credit plus cash and income. 

Emergency loans will be handled for you by the 
Finance Director (if you have pre-approved funds 
remaining). You will be advised by memo of any 
emergency loans. 

The interest rate is your cost for using borrowed 
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increases the risk of bankruptcy, and thus i 
premium you pay over prime. 0S ee ee 
Loans may be repaid by entering'a negauve é-r, 
on the planning sheet. If a partial repaymentiig 
balance will be refinanced with the new rate repres: } 
current prime plus the bank’s (reassessed) premium. P a) 
Refinancing occurs regularly, since the bank evaluctes) > 
quarterly all loans outstanding. i SES he 


Factories Pie 


The seventh decision on your planning sheet __ 
concerns factories. If you order a new factory, it is’. 
available for production the next quarter after the current 
planning period (construction takes one quarter), 4°28 

When the economy is growing, new factories may: 
increase revenue and net income. As production | ,--- hac | 
increases, fixed costs are “shared” by more units, reducing 
cost per unit, raising the profit margin. Howeyes inane 

ue 
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economic downswing or sales slump, an extra factory's | 


overhead (fixed expenses and interest) will reduce profits: 


and, in the extreme, risk bankruptcy. If you can |) 3i. 178 
consistently produce and sell above normal Capacity,» 5 
building a factory is justified. However, if a downswing 
causes cash flow problems, don’t hesitate to sell offan 
extra factory (by entering a negative number on the is: 


planning sheet). You will receive book value when selling 


a factory (cost less accumulated depreciation). hie eshte | 


‘ F 4.3 * 35 S s 
money. The bank will make a judgement on your 
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Special Memos oe amet 
The last decision on your planning sheet is whether 
to send special memos to company departments. These | ° 
memos are always in response to memos'‘or letters you ,. 
receive asking for direction or authorization. By entering! 
the appropriate response you will authorize the special | 
activity or investment. Leaving this section blank always / 
indicates “no action”. For example, placing an”A” in 
special memos will authorize investment in automation (if 
you have received a request to authorize the expenditure). 
You have now concluded your plan: Your directives |. 
will be implemented. There is room on the planning sheet 
to note the results of your decisions in terms of sales and | 
income. Other blanks allow you to track items of personal | 
interest (for example: cost per unit, PPI forecast, raw. 
material cost, etc.). Noting results and items of interest  j | 
will make the next quarter's plan easier to complete. E 
The planning description may sound complicated. : 
However, it gets easier each quarter. Don’t be overly 
cautious. Use your own judgement. Remember — the 
market rewards the entrepreneur! A summary review and 
a few hints will complete this report. : g 
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SUMTIARY REMARKS ‘: 


. In review: Your role as company president is to make 
decisions. These decisions are made on eight aspects of | 
company operations. Each quarter, results are reviewed, . 
and the same eight decisions are remade. 

The only evaluator of your decisions is the market- 
place. It rewards good decisions with profits. Poor 
decisions will result in losses or bankruptcy. The 
marketplace is objective — it doesn’t look at intent, but 


-esults. Decisions are judged good or bad, based on their 
-agults. 

The company owns factories, hires labor, and 
srocesses raw material into finished goods. Finished 
-cods are sold in competition with other companies’ 
oroducts. All companies have similar constraints and 
opportunities. Each makes the same basic decisions. A 

slance between reducing costs and increasing sales is 
made. Consistent production at “normal” capacity insures 
‘ow: cost. However, expanding production may be more 
orofitable even though costs per unit rise. Again, the 
marketplace decides if the balance you choose is correct. 
Your responsibility: Watch the signals closely. Evaluate 

your results compared to your competitors’ and the 
economy. If you have built factories, and ean’t sell normal 
production, sell a factory. If other companies are selling 
more product at higher prices, increase your advertising. 

Decisions are what you are paid for. Not acting on 
environmental signals is also a decision. (For example, if 
the economic environment indicates that you should build 
a factory and you don’t, it is a poor decision). 

The economic environment creates ¢he context for 
your company’s operations. Translate environmental 
changes into strategy quickly. Stock up on raw materials 
when the price is low. Build factories when the PPI is 
rising. If it is failing, consider selling a factory and paying 
back loans to reduce expenses. The market rewards the 
company that acts quickly on environmental changes. One 
caution: avoid excessive jumps in strategy. Raising and 
lowering price or production erratically will usually not be 
successful. The consumer wants a measure of consistency. 
Hiring and firing costs can also become prohibitive. But 
when a change is necessary, make it. 

A few specific strategic hints will conclude this report, 
and then it’s time to go to work. 


Lower the cost per unit: Fixed cost per unit is reduced by 
producing nrore units. Production at less than normal 


ore. 


capacity is uneconomic. It is better to sell 2 aa 
than to produce gelaw norma! nee dy is a sales’ 
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Statement. Mark your price up from the cost. per. unit 
as much as possible and still clear normal production. 
Advertising allows a higher price mark-up. The ~~ 
advertising cost per unit, though, should not exceed 
the price mark-up it allows. The economic level of ° 


advertising cannot be measured precisely; make your a 
best judgement and watch the results. Pa 
Raise total revenue: Total revenue is price times quantity. . 
As price is raised, less product may be sold, so for» 
every price there is a different total revenue. The best $. 
price is the one that maximizes total revenue. Again, uf 
you can’t measure it exactly; make an estimate c pared = 
on your judgement. oe 


Try anything that works: All of my hints and ydvice€ can 
be discarded, if that is what works. What works j is 
what increases the bottom line: net profit. 
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There is more information available in your reports 
than you can use effectively. Time dictates that you make 
selective use of the information available. Don’t dwell over 
data that doesn’t mean anything to you, but look at 
what does. 

This report should get you started. Decisions are 
easier to make each quarter as you track your results. 
Basically, decide how many units you want to sell at what 
price. Your other decisions support this (buying enough 
raw materials, producing the right amount, financing the 
purchases, providing support through advertising, etc.). 
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DESIGNERS’ NOTES 


This game was a joint effort of a systems simulation 
expert and a Master of Business Administration. The fact that 
these two individuals were brothers was an additional plus. 
The game was tough to design but great fun to test. Hopefully 
our excitement and satisfaction with this eresest will spill 
over to add to your enjoyment. 

We would also like to acknowledge the help and support 
received fromthe Apple Addicts Computer Club, Little Rock, 
Arkansas. Special thanks to Phillip Wade, Ron Mason, Chris 
Johnson and Jim Rushing. And for patience above the call of 
duty, we are grateful to our wives and our children. 


MODEL NOTES 


The model for Cartels & Cutthroats is a simulation of the 
relationships between economic environment production 
management, and market forces. 

All important relationships that could be modeled 
without sacrificing playability were incorporated into the 
game, including the following concepts: price elasticity of 
demand, Law of Demand, Law of Supply, market price 


equilibrium, advertising and product differentiation’s effects 
on sales, inflation, factor costs, GNP, wl disposable i income, 
and more. 

The simplifications made are to improve playability; for 
example: dropping the 000’s from revenues, expenses and ~ 
quantities. The bookkeeping tedium associated with most 
business games has also been eliminated, permitting instead 
an emphasis on the roles of strategy and decision making. 
The main emphasis is simply on the fact that business reports , 
are not sacred. They represent past decisions, and are ,.. 


aes 


continually changing as strategies and new decisions are (= 


a ak 


implemented. Courses in accounting and business manage- | °, 
ment often overlook this orientation because of their pre-. ~ 
occupation with the mechanical detail of constructing reports. , 
Accountants will construct your reports. 

All outcomes are generated by predisposed probabilities. . 
A sophisticated use of normally distributed random vanables ©. 
allows outcomes to vary widely while still tending toward | 
certain values. Even chance outcomes can be specified — E 
from very unlikely (realistic) to highly variable (playable). ,: 

The game allows freedom to experiment with strategy. ° 
However, inappropnately wild play is quickly penalized, as it . 
should be in all adult games. Education occurs with playin 
but not at the expense of fun. 
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look forward to developing more business environment 
simulations such as stock market, and sales management 
games. Your comments regarding future work would: be 
welcomed. = 
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INTRODUCTION 


This game is a simulation of the business world. Each player 
runs a manufacturing company that buys raw material, produces 
finished goods and sells those finished,goods in a competitive 
market. The object of the game is to earn the most total income. 
(Shown cumulatively as an increase in “equity” which is your 
ownership in the company). Each turn is a quarter of a year. The 
general play sequence is: review last period’s performance, make 
plans for this quarter, implement the plans (enter them into the 

computer) and then review performance again. Sales (and incomes) 
are based on how good your plans are in terms of the economy and 
your competitors. The quality of your plans is in turn influenced 
by how effectively you use the information you are given in your 


reports. 


THE SET-UP | 


After “booting” the diskette, a number of preliminary questions 
will be asked about the type of game you want and who is going to 
play. (Consult the game manual if you have any trouble answering 
these questions). The most important part of this set-up is the 
scenario for the business environment. This will define the kind of 
raw maternal you use, the type of product you produce, and the 
economic outlook for the nest 5 years. There are four types of raw 
material that vary primarily in the way their prices fluctuate. More 
crucial to the game is the type of product which can be produced: a 
luxury, a necessity or a mixed good (halfway between luxury ard 
neccessity). The economic outlook includes predictions about 
inflation, growth of the economy and possible changes (up-tyrn or 
down-turn) in that economy. Be sure to make a note of all these 
conditions before answering “Y” to “Is this acceptable?”. 


SUMMARY NEWS WIRE 


At this point in each turn, information is given about the 
economy and your industry (made up of all the companies in the 
game). Four economic indicators are normally shown throughout 
this game. They are: 

GNP — Gross National Product, which indicates the total dollar 
growth in the economy (including inflation). 

CP] — Consumer Price Index, which shows the level of inflation. 

PP! — Purchasing Power Index, an indicator created specifically for 
for this game, giving an indication of the “real” growth in the 
economy (and the potential market for your products), exclud- 
ing inflation. 

Prime (Rate) — the base interest rate on loans taken out during 
the game 

Besides updating the economic climate, the news wire gives 
information on topics of interest to your industry. Raw material 
supplies and prices, governmentactions, bankruptcy filings, and the 
results ul last quarter's decisions in terms of sales are al] presented. 


DS ce sete I on agg EE GE SSEE NOLS LON, teaser LE IO TPE LOE 9 EELELL LL LORIE ELON LETT tne rs et nef NESE CA A tne manner ny ee eno 


SHORT RULES > 


COMPANY REPORTS 


Immediately after the news wire, players individually view 
their performance reports files. These files consist of five standard 
reports, memorandums from key officers in your company {as 
needed) and occasional letters from outside the corporation. You 
can “page through” the material in your file, noting any items useful 
in preparing your plans for the current quarter. If you work fast, 
your decisiveness will be rewarded by slightly increased sales. The 
five standard reports are: the Profit and Loss Statement, the Balance 
Sheet (with Ratio and Equity Analyses), the Sales Report, the 
Production Report and the Market Summary. Each of these reports 
gives a different view of the performance of your company. 
Together they offer a wealth of information that can be overwhelming 
(especially in your first game). However, the important point to 


_ consider is that all the information is offered simply to aid you in 


making your plans. Basically, all you need from the reports is 
whether or not you are making a profit and how to revise your plans 
from last quarter to improve your performance this quarter. ~% 

Although you should read any memos frorh your staff that are 


informs you of your total funds available. If you spend more 
that amount, you will be declared bankrupt. 


PLANNING : : : 

As president of your corporation your job is to make decisions 
The items you enter on the planning sheet represent those 
decisions. They are as follows: i: 


Raw Material (RM) Purchase: Here you specify the number of raw 
material units to be bought at the “going price”. Unless some 
unexpected circumstance arises (like a transport strike) ypu 
should receive the material in time for this quarter's production 


Production: You specify in this item how many raw material (R 
units to turn into finished goods (FG) units on a one-for-on 
basis. You may produce up to twice your normal capacity (of If 
units per factory) by paying “time and a half’ for all extr: 
production. Costs here depend on the labor rate and the labo: 
units used (automation reduces the labor units required).#" 


Finished Goods (FG) Price: Select the price at which you will gel 
the company’s product. The total finished goods available fo 
sale are made up of all units carried over from last period, 3 
the units produced this period. The importance of price to sale: 
depends on the product type. (Low price is more important fo 
a necessity thana luxury in determining your individual sales. 
Advertising and Marketing: Here you decide how much money te 
invest'in “pushing” your product in the marketplace. Typica 
investments range from $100 to $1000 or from 1% to 10% © 
gross revenues. Such investments carry over slightly fron 
quarter to quarter. (Advertising has more impact for luxurie 
than for necessities). 
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Research and Development: Money spent on R&D isan investment 
* increating a research breakthrough. These breakthroughs offer 
youa chance to invest eitherin automated equipment to reduce 
production costs, or in product improvements to increase sales. 
Two other breakthroughs that do not require any additional 
funding will either reduce your overhead costs or increase your 
production capacity. R& D investments compound each quarter 
to make a breakthrough more likely as long as investments are 
maintained. Lowering the R&D budget reduces the probability 
of a breakthrough. (Research breakthroughs are the only way 
to “differentiate” your product from your competitors’. Such 
product distinction is more important, in terms of sales, for 
luxuries than for necessities). 


Loans: You may obtain loans by entering the dollar amount desired 
or you can let your finance director obtain them whenever your 
cash account is overdrawn. To repay a loan, enter a negative 
number. The interest rate of your loans will be determined by 
the prime rate with adjustments for your performance. 


Factories: To buy additional factories, enter the number you want on 
the planning sheet. To sell factories, enter a negative number. 
Buying or selling factones requires a quarter for implementation. 


Special Memos: Send memos to approve expenditures or invest- 
ments that have been offered to you. Do this by entering the 
appropriate letter(s) on the special memos line. (For instance, 
an“A” willapprove the purchase of automated equipment only 
when a breakthrough has been made). If you want to send 
more than one memo, enter the letters (without separation) on 
one line. : 
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Although all eight of these decisions are important, only the 
first three (RM purchase, production and FG price) are essential fo 
the existence of your company — without products to sell, you 
would not be in business very long. Also, unless you are purchasing 
enormous amounts of raw materials or buying more than one 
factory, you do not normally have to worry about how much money 


you are spending. Just concentrate on your profitability and your 
finance director will watch the cash flow. 


j 
STRATEGY HINTS re 
Generally, you should make smal! changes'to your plans from 
quarter to quarter. Large changes in any of the planning items are 
less effective than small progressive “improvements”, “3 
Since the object of the game is to make profits, you normally 
mark up your price from cost-per-unit information. However, there 
are occasions when you sell so few finished goods that your cost per 
unit sky-rockets. This happens because the operating expense 


portion of your total costs does not change with the number of units 


sold. Thus, in some cases you may want to lower your price (even, 
below total costs) in order to sell more units, thereby spreading your ¥ 
Operating expense. You will then, hopefully, be reducing vou costs 
per unit to a level below your price. me ant ete © 
Since this game is a realistic simulation of the business world, 
you should expect to have to leam something about economics and = 
business management in order to be successful. Consult the game 
manual if these instructions were not sufficient. In the long run’ 
however, experience is the best teacher. And after all, IT’S ONLY. 
PLAY MONEY! oe OUR SRR ot Re SE eae 
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STRATEGIC SIMULATIONS INC. 


ne 


| STARTING COSTS* bee 

Raw Material (RM): 3 
PUPCHASe DinCe/ Wit as es vee wes eee ee Sawina ok A Pg eg 50 
Warehouse cost/ quarter (capacity 10) i. ceee ets tee seee Pies Pek dea eee? 40 
Storage cost/unit/quarter.... 0.0... e cess cece eves PER EE TS Ca ae Oe ae 1 

{ 

Finished Goods (FG): : 
Warehouse cost/quarter (capacity 10) ...........2...0-. Ree ey ee sNuws es OO 
Storage cost/unit/quarter................ Mee de Sven kate R oa 0 tO R AAO 2 

Overhead: 
reoneral OvepneaG/ Quarter... oie cei kei a eee a Siting cine So wcell pee aes bh Okt - 1000 
Production overhead/factory/quarter .......... ee ica eos Sg ye ey 300 
Overhead cost of hiring 1 worker ........... PBL ‘peepee eee are) Pe ore 1 
Overhead cost of laying-off 1 worker ....6.e cca ce seecseeure Aer rogers ae pete 

Factories: 

IRD OM See ta UN Ca iwe bs el AE he ed Xe Varna 16,000 
Depreciation factory/Guarter «oo. ei Ea We We oo o's Sa cigs he be OR Beles 200 

Production: — 4 
POT TAG Ves writ) CADACICY 0). sina Spee ie «pede S views ven $8 Se aes 7.50 
Labor rate for units over normal capacity .......... cece cree eee ene eee ees, 
Workers needed/unit produced......... 6 da 4 HERE FOO AE Me Oe? SER ete . 40 
Labor hours available/worker/quarter.......... beset eee e eee eeee bteeeees 500 

Prod. Cost = U x W x (1-A) x Rx 500 |. Loe cont 

1000°* : s 
Where: 
U = number of units proces Sa 
W = workers/unit ; 
A = percent automated/100 
R = average labor rate i? 
* "Divided by 1000 since “O00” is omitted from all total costs 

Average production cost/unit: 

AL normal Capacity ......:...4.-... saat ee a rie rere gs a 200.0 
AL 1S Atimes porma) capacity .< tire iiss ot vce coe Lye , &25.0 
At double normal capacity..}....... pa aae Face Sie ich eae >:s piste «Ke 237 5 


* The above costs are only accurate for the first period of the game. After that inflation, economic changes ¢ etc. ae 
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